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SUMMARY 


Economic and political stability for the country continues under President 
Balaguer who in August enters the final year of his third four-year term. 
Presidential elections will take place in May 1978. Growth in real Gross 
National Product (GNP) for 1977 will approach four percent, up from 1976. 
Barring unforeseen generating problems for the remainder of the year, the 
recent improvement in the national electrical network will be a major con- 
tributing factor to the expected increase in the GNP growth rate. Despite 
the depressed world price of sugar, the balance-of-payments for 1977 will 
likely reach equilibrium, or at worst, a small, manageable deficit thanks 
to higher export earnings, stable import costg and continued high capital 
inflows. The Dominican peso weakened slightly against the dollar (now 
about RD$1.21 to one dollar) on the parallel foreign exchange market during 
the first half of 1977. Government revenues and expenditures for 1977 will 
approximate 1976 levels. Inflation is expected to increase only slightly 
over 1976's 10 percent level. The Dominican Republic retains one of the 
most favorable investment climates in Latin America. There are ample con- 
struction and sales opportunities for U.S. firms in the Dominican Republic. 








4. 
CURRENT ECONOMIC SITUATION AND TRENDS 


Economic Prospects Improve. Following the considerable slowdown of the Do- 
minican economy in 1976 after seven successive years of impressive growth, 
it now appears that 1977 will see a moderate improvement in real economic 
growth to a level of about four percent. Despite the continuing decline 

in the average sales price of sugar, the country's main foreign exchange 
earner, marked improvement by other export items in combination with a 
likely levelling off in imports should help the country avoid balance- 
of-payments constraints to economic expansion for 1977. 


The electrical blackouts which contributed greatly to the slump in economic 

growth last year have lessened this summer. The slowdown in the industrial 
and commercial sectors of the economy, each accounting for about 17.5 percent 
of the GNP in 1976, weighed heavily on the economy last year, but both sec- 
tors should recover sharply in 1977 and lead an accelerated overall growth 

rate. The loan of a power generating barge of the United States Government, 
along with the imminent start up of a large unit which was damaged last year, 
augur for a brighter short-term electricity outlook. Continued economic 
expansion over the medium to long term, however, remains dependent on the 
ability of the State-owned electric company to increase electric output from 
new and restored generators. 





The more vigorous sectors in 1976, farming (12.1 percent of GNP), and live- 

stock (6.0 percent),will suffer slightly from the effects of an extended 

drought which was fortunately broken by heavy rains in May. Rice, beans, 

corn, tobacco and livestock outputs should decline somewhat for 1977. 
Evidently the rains arrested any major damage for agricultural products, how- 

ever, and agriculture should not be a brake on economic growth for the country. 


Output for 1977 in other major sectors of mining (6.2 percent of GNP), con- 
struction (7.4 percent), housing (6.1 percent), and public administration 
(6.1 percent) should be similar to 1976. 


Balance of Trade and Payments. Export earnings for 1976 totaled $716.4 
million, marking the first time since 1965 that foreign exchange receipts 
declined from the previous year. The slide in the average sales price of 
raw sugar from 26.7 cents per pound in 1975 to 11.9 cents in 1976 resulted 
in total 1976 crude sugar earnings of $253.9 million. Sugar prices for 1977 
have sunk below the countrv's average cost of sugar production. Based on 
projected export sales of 1,070,000 metric tons at an average price of 8.5 
cents per pound, 1977 earnings from crude sugar should decline to $200.5 
million or $53.4 million less than last year. If an international sugar 
agreement comes into effect this year, some price improvement may occur, 

and every one cent rise in the average sale price would contribute another 
$23.6 million in foreign exchange earnings. Increased 1977 earnings for 
other major exports, led by cocoa and coffee, despite the recent softening 
of the latter's sales price, will counteract the decline in sugar revenues. 
Based on current volume and price expectations, projected 1977 export earn- 
ings for some major export items compared with their 1976 earnings (in par- 
entheses), are as follows: unprocessed coffee $135.1 million ($85.8 million), 





ferronickel $115.5 million ($110.8 million), raw cocoa $90.4 million 
($44.0 million), gold and silver $49.2 million ($54.8 million), tobacco 
$28.6 million ($38.9 million), and bauxite $17.3 million ($15.5 million). 
Industrial exports severely hampered from last year's electric blackouts 
will increase sharply in 1977. Combining these major exports with all 
other export products, a total 1977 export figure of $761.4 million ap- 
pears likely, $45 million over last year's level. 


Imports for 1976 totaled $763.6 million, off 1.2 percent from 1975. 

Major 1976 import items included petroleum and its derivatives ($174.4 
million), mechanical machinery ($85.5 million), vehicles ($63.1 million), 
iron and steel products ($47.7 million, electrical machinery ($37.1 million), 
cereals ($37.1 million), pharmaceuticals ($27.7 million), and paper products 
($24.1 million). 


Further import restrictions in January of this year, similar to measures 
passed in September of 1976, require that additional products be financed 
on the more expensive parallel exchange market (see following), that more 
prior deposits be placed at the time import orders are initiated, and that 
a quota be set on the amount of relatively cheap official foreign exchange 
available to purchase certain goods. The measures also prohibited any im- 
portation of a few items. New tariffs on automobile imports, based on a 
sliding scale according to engine size, were fixed in March. The Monetary 
Authorities also adopted this year a 20 percent ad valorem duty on capital 
machinery imports in order to avoid overinvoicing of imports (see also 
monetary policy) and to increase the labor/capital factor of production 
ratio. The Central Bank Governor announced in March that he did not fore- 
see any need to institute further restrictive measures for the remainder 
Gf 1977. 


The Dominican Republic exported $520.4 million worth of goods to the United 
States in 1976. and, in turn, imported items valued at $431.8 million from 
the United States. The U.S., one of the few countries with which the Domin- 
ican Republic enjoys a trade surplus, remains the major trading partner of 
the Dominican Republic. Dominican exports to the U.S. during the first half 
of 1977 totaled $317 million, with Dominican imports from the U.S. equal to 
$208 million. 


Evidently the leveling off in the expansion of Dominican imports will con- 
tinue in 1977. Import data for the first six months of 1977 shows a 1.4 
percent decline over the comparable period in 1976. Allowing for the need to 
import larger amounts of foodstuffs due to the drought and the increased 

cost of petroleum imports, an overall 1977 increase of 2.0 percent appears 
probable for a total import figure of $778.9 million, $15.3 million more 

than in 1976. 


Thus, in contrast with the $47.2 million deficit in the trade account of 

the 1976 balance-of-payments, the comparable figure for 1977 is estimated 

to be a $17.5 million trade deficit. Historically, the Dominican Republic 
attains a net outflow on the current account balance of goods, services, 

and transfers while achieving a net inflow of capital. The steady growth 

in tourism revenues for 1977 should help reduce the service deficit. A late 
1976 capital inflow, largely private resulting from pre-export financing and 
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suppliers' credits, accounted for the less than expected 1976 balance-of- 
payments deficit of $30.2 million. To help finance the deficit the Central 
Bank drew $25 million from the International Monetary Fund's (IMF) Compen- 
satory Financing Facility in September 1976. 


Under an agreement signed with Venezuela in November 1976 an official capital 
inflow up to $60 million may be borrowed by the Dominican Republic during 
1977 to pay for its petroleum imports. In April of this year the Dominican 
Republic drew its first credit tranche equivalent to $17.4 million from the 
IMF. In requesting the loan the Dominican Republic projected an overall 

1977 balance-of-payments deficit of $20 million. With the overwhelming 
majority of the $60 million loan from Venezuela yet unused, it appears that 

a $20 million balance-of-payments deficit could occur with no undue problems. 
In fact, with the apparent evolution of better than expected export and im- 
port results, the country could easily end up in balance-of-payments equili- 
brium for 1977. In case unforeseen factors should threaten to push the final 
result to a large deficit, the Central Bank and the Government can resort to 
readily available short-term lines of credit, medium or long-term loans, 
tighter money, and further import restrictions. The external public debt 
remains a rather modest $547.2 million as of December 1976 with the debt 
service ratio (percentage of annual merchandise export earnings needed to 
service the external public debt) at 7.6 percent for 1976, one of the lowest 
in Latin America. 


In sum, balance-of-payments considerations should not be a serious constraint 
to economic growth for 1977, despite the slightly negative current margin of 
net foreign exchange holdings. For years the Central Bank has displayed 

considerable skill in operating on the narrowest of foreign exchange margins. 


Fiscal Performance. Dominican fiscal authorities tend to avoid deficit fi- 
nancing. Central Government revenues for 1976 were $583.9 million with ex- 
penditures equal to $569.3 million, the first decline of revenues and ex- 
penditures since 1965. Government submissions for fiscal revenues and ex- 
penditures, always a rough estimate at best and heavily dependent on the re- 
sults for the previous year, were set at $547.7 million for 1977. Generally, 
however, the final results are higher than the preliminary estimates. 


For the first time in many years, the Government in 1976 did not minimize 
current expenditures while maximizing capital expenditures, but rather, a 
sharp increase occurred in current expenditures at the expense of capital 
expenditures. Current and capital expenditures as a percentage of the total 
for 1975 were 43.1 percent and 56.9 percent, respectively, while comparable 
figures for 1976 were 59.2 percent and 40.8 percent. The Budget Office at- 
tributed this current expenditure increase to the expansion and rise in cost 
of public services. A likely additional factor was the Government's aware- 
ness well in advance of a probable drop in 1976 fiscal revenues, and the 
early measures taken to reduce capital expenditures. This fall off in 
capital expenditures contributed heavily to the reduced economic growth 

in 1976. A large percentage of total budget revenues comes from external 
commerce taxes. Export tax earnings for 1976 were $67.9 million, off 
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from 1975's level of $153.5 million, largely due to the sharp drop in 
sugar prices. The further decline in sugar prices in 1977 will once 
again reduce budget receipts from this source, but revenues from other 
taxes should soften that decline. 


Fiscal revenue and expenditure results for 1977 should approximate those 

of 1976, perhaps showing a six to eight percent rise. There will not be 
any readily available financing for increasing public capital investment. 
Most of the special $60 million fiscal reserve held in the Central Bank 
since 1975's historically high sugar prices will evidently not be drawn 

in 1977, although for the first time a portion was utilized this year. 

The expected lack of any fiscal impetus will have a salutary effect on 
inflation and import demand, easing balance-of-payments management problems, 
but at the same time will not contribute towards economic growth. 


Monetary Policy. Over the past year the new Central Bank leadership made 
extensive use of monetary policy. In September of 1976 the authorities 
placed maximum interest rates of 6.5 and 7.5 percent, depending on the 
term of deposit, on savings accounts. Evidently, these rates are suffi- 
cient to attract savings in spite of the relatively higher rates of in- 
flation, for in the twelve-month period ending in June 1977 time and 
savings deposits grew by 14.5 percent. In December of 1976 the Central 
Bank moved to tighten control over advances and rediscounts. Certain 
areas in the productive and exporting sectors were designated to receive 
priority attention for these monetary instruments. Limits were established 
not only in relation to the capital and reserves of commercial banks, but 
also in consideration with the Central Bank's overall goals. Private 
financial institutions were encouraged to seek greater financing from in- 
ternal resources or bond issues rather than from the Central Bank's re- 
discounting facilities or its financial lending institutions. Rediscount 
rates were increased from a range of 4.5 to 5.5 percent up to a range of 
5.5 to 7.5 percent. The Bank continued its historical avoidance of the 
use of open market operations to control the monetary supply. 


Another important monetary measure taken in December 1976 was the attempt 
to gain greater control over future foreign indebtedness. Guidelines were 
set up for review by the Central Bank and Monetary Board, respectively, of 
any request for foreign borrowing. Priority is given, in descending order, 
to those activities which promote exports, increase import substitution, 
expand local production, and finance the importation of goods which cannot 
be produced locally in good quality, quantity or at a reasonable cost. 

For import substitution and increased local production projects, no loans 
for a term of less than four years are approved.For all import financing, 
except capital goods, repayment must be made in less than 180 days. No 
loans with an annual interest rate above 12 percent will be allowed. 


In January of this year the Monetary Authorities passed a requirement that 
all commercial banks adhere strictly to the banking system's reserve 
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requirements (for some years fixed at 30 percent for savings accounts and 
50 percent for demand deposits). Apparently the requirement is being fol- 
lowed and the Central Bank now has tighter control over monetary policies. 


One incentive for the previously mentioned 20 percent ad valorem tax on 
capital machinery importation was the desire to make over-invoicing of 
imports less attractive. The Central Bank recently set up a special office 
to study ways of reducing over-invoicing of imports, under-invoicing of 
exports, and to capture more foreign exchange by channeling a larger per- 
centage of tourist expenditures through the Central Bank and away from 

the parallel market, requiring payment of foreign exchange in a reduced 
time period, and trying to get local investment projects financed from 
abroad rather than local financial sources. 


One goal of the present Monetary Authorities is to keep the growth of money 
supply and bank credits to a moderate level in order to reduce inflation 
and balance-of-payments pressures. Commercial bank loans for the 12-month 
period ending in June 1977 grew by 12.8 percent while money supply in- 
creased by 19.4 percent over the same period. The figures, however, re- 
flect the tight liquidity and credit situation prevailing in June 1976 due 
to the delayed sale of sugar. (Liquidity in the Dominican Republic is 
largely a function of international exchange receipts). By the end of 1977 


it can be expected that more moderate money and credit growth rates will occur. 


Parallel Market. The "parallel" market for foreign exchange transactions, 

in effect a de facto partial devaluation of the peso which remains un- 
changed from its official 1948 pegging at parity with the dollar, continues 
being institutionalized. Exchange houses effect large currency transactions. 
Almost all consumer goods and Dominican tourist expenditures abroad must be 
financed through the parallel market. 


During the first half of 1977 the peso weakened slightly on the parallel 
exchange market and now ranges from 1.195 to 1.225 pesos to the dollar. 
Capital registered by foreign investors with the Central Bank may be re- 
mitted at the official exchange rate of one-to-one. With some exceptions 
conversions usually require about one month. 


Inflation. The most positive economic indicator for 1976 was the slowdown 
in the annual rate of inflation to about 10 percent from previous years' 
levels reaching almost 20 percent. This price stability stemmed from im- 
proved agricultural production, tighter money supply, more import restric- 
tions, and a general slowdown in the economy. The official consumer price 
index for the City of Santo Domingo, the only price index in the country, 
for the first five months of 1977 showed a rise in the average cost of 
living of 4.1 percent with food costs rising by 4.2 percent, non-durable 
goods 3.7 percent, durable goods 20.1 percent, housing 3.4 percent, and 
services 3.5 percent. Dominican Government policies such as price controls 
on various food and other consumer goods, special export taxes on coffee 
and cocoa, and a general freeze on wages for Government workers help to 
reduce inflation. 
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Somewhat lessened agricultural production, an improvement in general 
economic performance, and the open Dominican economy's susceptibility to 
imported inflation will probably result in a rise of the 1977 inflation 
rate to about 12 percent. 


Income Distribution, Wages, and Employment. As in most developing countries 
income distribution remains highly skewed. Wage increases in the public 


and private sectors, despite the slowing of inflation over the past year 
and one half, lag behind the rise in the cost of living. There have not 
been any significant changes in the minimum wage or fringe benefits regu- 
lations since November 1974. Growing annually at three percent, total 
population now approaches five million, and real per capita income 
growth for 1977 should improve upon 1976's lack of any real increase. 
About 1,350,000 people make up the country's labor force. An estimated 
20 percent of the potential labor force in Santo Domingo is unemployed, 
with a considerably higher number underemployed. A similar or greater 
underutilization of labor prevails in the rest of the country. Com- 
mercial bank loans' interest rates, varying between nine percent and 

the legal maximum of 12 percent, continue below or near the inflation 
rate and thus contribute to a relatively high capital/labor ratio. 


Favorable Investment Climate. A favorable attitude towards investment, 
both domestic and foreign, prevails in the Dominican Republic. The Domini- 
can Government regards investment as a primary means to fuel the develop- 
ment and growth of the economy. Favorable credit policies, comparatively 
low labor costs, high tariffs, special exonerations of duties on imports 

of capital equipment and intermediate goods, income tax, and other ex- 
emptions encourage industrial development. 


The industrial sector, with the exception of large sugar mill operations, 
consists mainly of light industries such as furniture making, textiles, 
tobaccos, beverages, food, and chemical manufacturing. The Dominican Re- 
public should export cement in 1977 for the first time. 


The Generalized System of Preferences (GSP) instituted by the United States 
at the beginning of 1976 eliminated tariffs on many items exported from 
the Dominican Republic to the U.S. Even more importantly, items not cur- 
rently exported from the Dominican Republic may become competitive in the 
U.S. market. 


In May, Alcoa reached a one-year agreement, retroactive to the beginning 
of the year, with the Dominican Government to continue its bauxite opera- 
tion. Negotiations will begin later this year to renew the agreement. 
Falconbridge Dominicana (ferronickel) and Rosario Dominicana (gold and 
silver) also hold mining concessions in the country. The Dominican Govern- 
ment signed petroleum exploration and exploitation agreements during the 
first half of 1977 with Dominican-owned Quisqueya Oil, Las Mercedes of 
Venezuela, Eastern Petroleum and Cariboil, the latter two United States 
firms. The Dominican Government also recently celebrated its first 
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seminar on mining and interest builds in realizing the country's mining 
potential. The United States Government's Overseas Private Investment 
Corporation (OPIC) has provided over $300 million worth of insurance 
coverage for private investors in the Dominican Republic. 


The strict Dominican Agent-Distributor Law makes foreign firms more re- 
luctant to engage Dominicans as their representatives. The Dominican 
Republic is one of the five or six countries in the world still requiring 
a consular invoice on shipments , 


Maritime. The Dominican Republic declared a 200-nautical mile "exclusive 
economic zone" earlier this year. Work on modernizing the port of Haina, 
which will become the major commercial harbor for Santo Domingo, will 
accelerate in the latter half of 1977. Progress continues on the new 
docking facilities for tourist cruise ships in Santo Domingo's harbor. 
Rates on items shipped to or from U.S. North Atlantic and Gulf ports 

rose by five to 15 percent in July this year, following a European and 
Japanese rate hike at the end of 1976. 


Industrial Parks and Free Zones. Three Dominican industrial free zones, 
where materials are brought in duty-free, processed by local labor, and 
re-exported duty-free, continue their expansion. The industrial free 
zones, located at La Romana, San Pedro de Macoris, and Santiago, contain 
growing numbers of plants and employees. Dominican law permits foreign- 
owned firms in the zones to avoid income taxes and to pay somewhat lower 
hourly wages. The zones increase employment and technological develop- 
ment of the country. Other locations have zones and industrial parks in 
varying stages of development. Under special circumstances, an individual 
factory outside the established zones may be declared a free-zone enter- 
prise. 


Tourism and Construction. Placing high priority on increasing foreign 
exchange earnings from tourism, the Dominican Government gives various 
incentives to tourism development in an effort to capture substantially 
more of the Caribbean tourist trade. The pleasant climate, excellent 
beaches, proximity to the U.S., the absence of violence affecting for- 
eigners, the friendly disposition of Dominicans, and relatively low prices 
attract tourists. The recent Miss Universe Pageant held in Santo Domingo 
and a coming feature article in National Geographic should generate more 
interest in the Dominican Republic. Loews and Gulf & Western operate 
first-class hotels in Santo Domingo, with Sheraton scheduled to open its 
new hotel there soon. Gulf & Western is considering a $20-million tourist 
complex east of La Romana at Bayahibe, and Club Mediteranée continues to 
study plans for its new Punta Cana resort at the island's eastern-most 
edge. Construction, financed in part by the World Bank, progresses on a 
two-part tourism project on the north coast near Puerto Plata and Rio San Juan. 
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INFRATUR is the agency of the Central Bank which oversees tourism devel- 
opment. Various U.S. firms plan to operate hotels in the area. A 
nearby international airport will open in the Spring of 1978. The Do- 
minican Government hopes to attract Inter-American Development Bank 
financing for its Boca Chica tourism project on the south coast near the 
capital. Another Government tourist project at Samana nears completion. 


Besides tourism projects, other planned construction includes a massive 
expansion by the State-owned electric corporation (CDE). The National 
Hydraulics Resources Institute (INDRHI) will build a number of dams 

around the country. Frederick R. Harris will handle the final design 

for a $130 million four-lane highway between Santo Domingo and Santiago, 
with initial construction probably beginning in 1978. Other slated projects 
include dams, irrigation works, highways, breakwaters, airports, hospitals, 
docks and a modernization of State-owned CEA, which produces the majority 
of the country's sugar. 


IMPLICATIONS FOR THE UNITED STATES. Political stability in the Dominican 
‘Republic continues as the country approaches the May 1978 Presidential 
elections. Imports totaling $431.8 million in 1976 made the Dominican 
Republic the largest market for U.S. goods in Central America and the 
Caribbean. 


American products' competitiveness with other foreign goods remains high, 
and they are prized in the local market for quality, durability, rapid 
delivery, good follow-up servicing, and easy accessibility to spare parts. 


Strong opportunities in materials, equipment, and consulting and super- 
vising services result from the great deal of construction activity des- 
cribed previously. A high number of service contracts for feasibility 
studies, design, and engineering are let. 


Direct sales opportunities include agricultural machinery and equipment, 
motor vehicles, oils and fats, chemicals, construction supplies and 
equipment, food processing and packaging machinery, gas turbine and diesel 
generators, turbines and associated equipment for small hydro-electric 

dams, transformers, switching equipment, smaller auxiliary electric 
generators, pumps and centrifuges, valves, irrigation systems, water 

supply and sewage equipment, pharmaceuticals, household goods, hotel 

and restaurant equipment and supplies, commercial and industrial refrig- 
eration equipment, office equipment and supplies, paper and related products, 
hardware items, and sports and leisure goods. Other items demanded include 
graphic arts equipment and materials, textiles, health care equipment and 
instrumentation, window and central air-conditioning equipment, metal-working 
machinery, communications gear, and veterinary instruments. 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscription, $37.50. Foreign mailing, $9.40 
additional. Single copies, 50 cents, available from Publications Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 





LOOKING FOR A GOOD 


et 


research 
tool 


INDEX TO FOREIGN MARKET REPORTS 
can be such a tool. Published by the U.S. 
Department of Commerce, it lists a wide 
variety of documents containing a wealth of 
information for the overseas marketer. The 
Index catalogs spot news and timely surveys 
of industrial, commodity, commerical, and 
economic conditions in more than 100 
countries. 

Included is all in-depth market research 
performed by Commerce's Bureau of Inter- 
national Commerce (BIC) required for the 
target industry program or in support of the 
Department's participation in international 
promotional events. 

About 100 reports sent to Washington by 


U.S. Foreign Service Officers are received 
and indexed each month. 


Annual subscription for 12 issues of the 
FMR Index is $10. Subscribers to the Index 
will be charged between $2 and $10 for 
documents depending on their length. 


For additional information 
or to subscribe, write 


National Technical Information Service 
Box 1553, Springfield, Virginia 22161 


BIC’s Export Information Division 
Room 1063, U.S. Department of 
Commerce, Washington, D.C. 20230. 
Telephone 202-377-2504. 
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